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1') laman égricutturaf economist in the School of Economic Sciences at
Washington State Umversrty I received my Ph D from Washmgton State _
Umvers;ty in 1971, after having received my. Bachelor of Science and Master of '

: Science from North Dakota State University in 1965 and 1967, respecilively. | '
have-been on the faculty of Washington State University for 36 years where |
teach and condtict research in food economics.and mérketing. My areas of

: teaching are in ménagement markeﬁng, industrial organization, pricing-and
policy. My area of research interest is in marketing of food especially Ioglstlcs
-and transportatton and other pollcy aspects of the marketmg functions.

2) 1 have‘served ih numerous posiﬁons providing advice in policy and program
implementation in the state and Federal governmén’t. -t was a Council membér
for the Pacific Northwest Power and Planning Council, appointed by Governor

| Lowery to represent the state of Washington. | have served on the Governor's
‘Natural Resource Cabinet, as a Council member for the city of Pullman, on the
“Agricultiral Marketing Taskforce for the United States Department of Agriculture,
on the State Transporfation Policy Plan for the Washington State Depariment of
Transportation and on the Boards of Directors of various institutions In the,reglon.

- 3) I have won numerous teaching awards and research awards at the local, regio_nal
and national level. | was honored to receive the R. M. Wade Award from my
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University and the Outstanding Teacher award from the American Agﬁcultural .

Economics Association and o be elected a Fellow of the National Association of

| Colleges and Teachers of Agriculture. Recently | received a Best Papér Award

from the Journal of Applied Business Research and an HonorableMe’nﬁon for

- Published Research from the American Journal of Agncultural Economlcs Last

year | received a special honor when | was asked to give the annual
Distinguished Faculty Address for my University. This is the oldest of the
University's awards, and the only award selected by the entire faculty. In the
same year | received the Sahlin sttmgunshed Award for Public Serwce to

Washmgton State University. See my vitae for these and other awards and '

4)

honors over my career.

I have published widely, with over 300 publicatiohs, more than 150 présentations

at scholarly conferences, workshops, etc., several textbooks and eight chapters
-in other books, many dealing with the economics of applied decision making and

policy evaluation. I have consulted as a marketing economist for a large number

 of national and international clients located throughout the United States and in

9)

6)

Zimbabwe, Mali, the Philippines, Taiwan, Japan, Poriugal, China, Sierra Leone,
and Malawi among other countries. See my vitae for a l:shng of consultant

activities and assxgnments

I have served as an expert witness in various cases, but none wifhin the.pa;st five
years. See my vitae for a listing of consultancies, legal cases and others, and
my participation.

In prebaring my opinions in this case, | have considered, and in some cases
relied on, many articles in the academic literature published in scholarly journals;
interviews conducted during the work on this case; historical material and texts;
filings and pieadings in this and other cases; and presentations by individuals in
academic conferences dealing with the issues presented by this case. The great
bulk of these materials focus on a) the price elasticity of demand for alcohol, in
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differing sub-markets b) the impact of alcoho! abuse on individuals and subsets
of the market, ) the societal <casts of alcohol, both in general and relative to

- abuse, d) the role played by distributors in the marketmg economy, and e) the
impact of regulatron on the normal functions performed by the market. See

' apbendix 1 for a listing of the articles and materials 1 oonsidered'a’nd reviewed,

7) Tme and effort spent to mvesrugate, evaluate and render an oprnxon as an expert
. witness in this case is billed at $200 per hour, plus expenses. These aenvmes :
include background research review of relevant academic research material and
o testxmony!ﬂmgs of others in relevant cases. Time and eﬁort spent preparing for
“and in, deposrtrons and testimony will be billed at $300 per hour. ’

' Bi—Myvéork*in-th'is~case—ie~cngoing“and*as‘é‘nynewn'rateﬁal‘ ieaévetbpéa'by-
partrclpants in this case, and as my rnvestzga’non continues, my opinions may
change and grow. | reserve the right o augment-and revise my fi ndmgs as my
_ work and asmgnments contmue

SUMMARY OF OPINIONS

8) 1wes asked to evaluate and address, as an economist, antitrust issues inthis =
- case, and the role of price in the use and abuse of alcohol. In this report |- revtew ,
the historical background and rationale for the current statutes, what the existing -
: Washmgton State statutes relevant to this case look at and require, and the
structure of the statutes asto support or requirement for concerted action by
' market pariicipants. | then address the essence of the 215‘t amendment, its
“historical setting, rationale and goals and how existing statutes serve 1o achieve
those goals. The theory of socr?al costs and benefits receives special attention, '
followed by a detailed description of social costs modified or eliminated and
benefits achieved by the current sfatutes. The public and market benefits (value
- added) of the three-tier distribution s&stem as it has evolved during the period
these statutes have been in existence are also summarized and presented. |
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1 0)--ttis-my- professienawpinien -as-an-ecenomistthat-nothing-in the current
' statutes permlts, requires or facmtates concerted action or causes parttc:pants in
-the beer and wine marketing industry to act in any way other than mdependently
. This conclusion is based on my exammatnon of the statutory and regulatory
system and the real world activities of dlstnbutors and supphers as they operate
under this system. Moreover,-as an economist | find the goals of the- system
established by these statutes are in fact met. The net impact ofAthve' beer and
Wine‘reguiations is raised prices and controﬂed'éc'ce'ss"; bothare goals of the.
regulatory scheme, as discussed below. o -' -

In its real iife operaﬁon, the statutory and regulatory process governing the- '
L —distribution and-sale of beer-and-wine impacts-independent market decisions.
~ much the way a speed liri}it impacts drivers; speed. Whena speed limitis'
_imposed by the legislature, for whatever societal goal, drivers end-up driving at |
similar though not always equal speeds, but arrive at that speed by makmg
individual decisions with no concerted actron

Similarly, when milk was-required to be pasteurized (because of the social costs
_caused by unpasteurized milk), costs and prices went up similarly forall ‘
participants in the market as they reacted individually to the new rule. The goal of
the new eoeietal regulation was achieved without producers and_distribuiors
meeting to decide how much the increase would be or otherwise acting in
concert, but with the market determining the amount of theé impact on the'cost
and price of milk. '

That is, in my opinien precisely ahalogous tothe impact of the cha!ienged
regulataons on the prices of beer and wine in Washington. There is nothlng inthe
statutes that requires, penmts or facilitates collusive or concerted behawor
Rather, given the regulatcry structure | as an economist would expect every ﬁrm
in the market to act independently. - Because the firms are all constrained by the
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Y . same factors they reach similar.decisions, but 1. have obsefved nothing to
mdncate that these. f irms are.not. actmg mdependently- ~The-similarity of pncmg
and marketmg decisions is ennt!rely consistent with the purposes of the regufatory

--system and-netin any way-inconsistent with-the concept of mdependeni
decxsron-makmg '

Genesis of Washington's Regulatory System

11) ltwas a monumemal undertakmg on.thé part of the states, mcludmg
' Washsngton to shape a distribution system for alcohol and other products after a:
- periad of Prohibition. The State of Washington, like the entire natlon was at that
‘time'searching for a means to institute orderly- marketmg and other goals The
: .__three-bepdlsmbuiwnsystemwas aceepted—m many-states of the nation as the
vehicle to achieve these goals. :

e _ As pfoh'bition ended, the goals of restmétun’ng were varied but included
n ) -+ elimination of boollegging (the sin of the Prohibition era), slimination of legal
' atcohol sa!es and the attendant ioss of taxes fo states and the nation, and

elimination of lllegal production. The Women's Christian Temperanoe Union and :
the Anti-Saloon League were still potentially strong, enough so that the breweries

+ did not'want fo see the retum of the! “saloon” and its social ilis that m:ght bring

down' the ire of these groups, so regulation was found to be more aoceptable to -

producers The overall societal charge was, “People want to drink, how shouid

they do it and how shou!d it be regulated?”. The purpose of the 21 Amendment
‘was to allow each individual state to answer thgse questnons with a structure best
' representing the desires of the citizens of that state. -

The overall atmosphere of the nation as reflected, for example, in the National
Recbvery Act, resulted in the acceptance and encouragement of the thiee-tier
distribution system in various industries, where producers were distanced from
retailers by the functions performed by the distributors. This was particularly
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important with respect to alcohohc beverages -where a2 balance feeded fo be
- struck-between- pnceshngh -enrough-that consumphen was-not-encouraged and
_prices low enough that bootlegging was not feasible: A system was to be ‘
- installed where producers did-not- unduly influence retailers and retailers did not
unduly mﬂuence producers. : '

The specific goals underlylng the Steele Act in Washvngton were the oontmuance ,
of temperance, fairness amongst the participants in the marketing system
orderly marketing and the generation of tax revenue "The State's regulatony :

‘ system was adopied in the context of the hlstoncel experience of the depressuon
the National Recovery Act and subsequent related leg:slatlve actrons, and the
developing concepts of faimess underlying laws such as the Robinson Patman

- -—Aet—As-an-economist;tsee-all-these-actions-as-asearch for a-balante’ between
competitive benefits and monopoly power outcomes. The search was .
>_ particularly lmportant for alcohol, with its many broadly acknowledged social
costs. '

. Thus, the current distribution 'system is designed to incorporate public and private
costs, and to strike a balance between full recognition of all such costs and’

- _ reasonable access to alcoholic beverages for the public. it is not desugned to .
minimize consumer prices. Because of the social costs that had brought: on )
Prohibition, and that are still inherent in the use and abuse of alcohol, it is ‘evident
that with respect to alcohol the Iowest cost for the consumer is not the lowest

. costfor society.

Washington’s Regulatory Structure and I& Goals
" 12)The ovefall operational approach by the State of Wa'sﬁington was to impose
some constralnts on the unfettered competltvon that had brought on Prohibition i in
the first place. The current system is demgned to use the three-tier distribution

system to achieve the goals identified above. Within the system.are a number of
different components banning quantity discounts and the granting of credit and
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mandatmg delivered-prices; umlform prices and the mlmmum markup The
= ﬁetﬁmsefedemgned to achxeve1he goals d;scussed above—usmg the © post and "

hold” mechamsm as one of the principal enforcement mechanisms.

| have read the statutes, interviewed distributors and others in the state and
examined the appropriate written matenal | see mdependent decxsmns being
made decisions that are constramed by the state’s regulatory system. The

) statutes neither require nor encourage concerted actlon inthe market place but -
serve to allow decisions to be made in the context of profit max:mlzmg forthe

firm in a constrained. competitive environment, S

This'is a belt and-sospenders system where the components of the system back--
~—eachother uprin-achieving the overallgoalsof the system:. Whilg™ it mighit Fot -

have been unreasonable for the legislature to adopt only one Aor some smaller
‘number of these reg_(:latory provisions, it chose Instead to rely on a collection of

~ provisions that are Signiﬁcaﬁt standing alone but also reinfo'r'ce each other.
Individ ua!ly and eollectively, the separate provisions of the regufatory sy'stem
make the overall goals of the legisiature more achlevable They promote umform .
pricing and a ﬂoor on pnces The requ:rement that prices be posted and held for

~ 30 days is an enforcement mechanism that makes the ather provusnons of the law

" more enforceable and more effective. )

The essentlal questlons again, are just what was the state trying to do and does
A this system further those goals. Temperance, orderly marketing and fairness in

- the market place were desired by the Washington legislature, just like the

legislatures in virtually every other state, after the experiences before and during
Prohibition. The desires to stop the breweries from controlling and forcing the o
actions of the retailers, and to make alcohol more expensive and access to
alcohol m'ore'tighﬂy controlled, were addressed by the various statutes,
principally by the uniform pricing statute. The multiple constraints added by the
state are different in approach but even with this complexity of regulations, no
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concerted actlon is requ:red or. perrmtted by the State'in the market system and

- none has been observed by me. . S

that prohxblted supphers and distributors from giving anything of valie to. retarlers.

As an economist | recognize that credit sales and quantity drs_eo_unts are

potentially of value to-retailers, and thus the prohibition does 0perete to kee.p'
retailers from receiving a benefit from distributors. As an economist | aleo

‘ recogmze that outlawing quantity discounts mimmlzes the power of the- larger :
-brewery or retailer and makes similar costslpnces avauable to the entlre market

" (a constraint). Nonetheless, the decrs:ons as to the initial pnce of any parhcular

|tem are made by the individual producers (competition). The resultant; pnces are’

_not so. high as. to guarentee pref tefer the-firms-in-the-market nor-are- they 50 low :

asto encourage destmchve compet:t:on such as usmg alcohol sales asloss

 leadersina competmve situation. Similarly, mandating cash sales also restrains

influential producers or retailers from using credit to reflect market power '
allowing fa:mess while again not. settlng any pnces in the marketplace The

) producers continue fo set their mdfvndual prices.

_ The minimum markup s:mnlarly affects everyone in the market equally by msunng

that low prices, duse to volume or market power, would not be over-used in the

-market (a major goal of the regulatory structure) it affects everyone, similar fo

the speed limit, but simply allows prices to be set knowmg thai costs of operation
in the market would at least be mnmma'ﬂ'y covered. The initial pnce ‘against
wh»ch the markup is charged is still individually determined. 1 have looked at
businesses in many studies and in this industry, and a 10% markup does not
come close to oovenng the costs of doing business as a dtstnbutor much. fess
guarantee profits. In fact, for some of the distributors the inventory costs alone
could well be more than 10% of purchase pnces
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-Faimess and a level playing ﬁeld no- boot!eggmg and reasonable access to the

-~ —produet malhgeegra phtcalareas -are-the-goals- loe—umfonn delivered pnce
The result of this constraint is an equal price irrespective of location, but based '
on the ongmal individual price bas:s from the supplier or dastnbutor a price that is V
determined without the State either requiring or perrmttmg concerted action.
These pricas are equal to all customers of a single seller but are not held equal

: among different sellers.

Finally, the post and. hold requirements allow government inspection e.nd
'acoodnfébility on the part lof the participants in the system. fhey are an effective -
way to enforce the 10% minimum markup requirement and uniform pricing. Thé
' postmg of the pnces is the principal vehicle for effective enforcement of the -
- —~nnmmﬁm1ﬂarkulrrequwement:—$he “hold" on prices is the pnncnpal vehicle for
enforcement of umform pricing, the ban on quantity discounts, the ban on credit .

- sales, and other “tied house” provisions. The “hold” also facnhtates ordeny
marketing, avotdmg the drastic swings in product price that bring about over- and
under-orders, returns, consumer uncertainty, etc. The time reqwrement appears
to fit the cycle time for all customers to be.able to order receive, sell and assess .
their products’ performance. This cycle is imposed _by the State, but prices and

- product offerings.are determined by'each individual firm’s assessment of market

. conditions The effect is to generaie sufficient stability of suppiy and demand in
the market so we do not witness drastic pnce decreases as firms attempt to. ciear '
the market by seﬂmg off surpluses. o

1 ‘3) Itis evident to me, as an economist, that the goal of this system was not to - '
- increase profits at various stages of the supply chain in the market. Rather, the
goal was and is to allow as many costs, public and private, to be considered in
-the consumer's consumption decision as possible, while providing for the orderly
* marketing of those products and eliminating the incentive of the participants to go
outside of the regulatory scheme.
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- Economists often evaluate. the-performance: ofa system by projecting the .

--—-impacts-of-not havmg—the system in place. In that context, the pnncrpal lssues to

address are assessing what lmpact ehmmatrng these constraints would have on

‘abusive beer and wine consumption and on the marketing of beer and wing, and |

assessing the social costs of unequal opportunity.

As an economist, | wotild expect the marketiﬁg structure that would arise from
elimination of the challenged restraints to have a number of adverse

consequences. Allowing quanﬁty discounts and granﬁng of credit would have the’

 effect of. lowering pnc&s to those consumers who-can shop at big box stores with
attendant i mcreases in quantity consumed and an increased opportunity for A
abuse. Elnmmatsng the ban on quantity discounts and credit sales wotuld also

-~ ~-raise‘the-specter of reemergence ofthe “tied house" saloors” and Telated
~ problems, because the result would be increased pressure on market-

parttcrpants to.increase volume movements and an attendarit increase in abusive
consumption. . ‘ '

: Wrthout these and other umform price requrrements outlying areas, currently.
cross- subsidized under the existing system (just as electncrty phone service

- . and other public utilities are SUbSIdIZBd) would see a srgmﬁcant reduction in

services available to them or would see pnce, product or both severaly restricted.
Since some people would have their access to alcohol drarnaticalty curtailed ’
there would be a strong incentive for illicit manufactunng or sales actrvmes and
-abusive behavior is associated more often with such activities than wrth lawful
consumption. ‘

Further, the larger chain box ﬁrms would gain and the smaller mom and pop -
stores would be at a definite competrtwe dlsadvantage if the role of di |stnbutors
-were fo be dlmmlshed smaller retailers would be drsadvantaged in severa!
critical ways. As will be shown below in my discussion of the role of the
dnstnbuior rnventory costs could be shifted to the smaller retai!er the abmty of
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-new smaller wineries or breweries to-get shelf space would be ‘decreased,
-product quahty product price-and-product-alternatives would-be fimited, overall

- quality of servrce would be constramed and other snmllar size-related impacts

-could-be- expected

Elimination of the minimum markup would allow variation of price on identical
products, while giving up some controt at the distributorship level as they fight
against large breweries. Loss of the *hold” on posted prices would introduce

_ price variability and uncertamty into the markst, with more chaotlc marketing. _
o Ellmlnatron of the post requirement would make enforcement signifi cantly more

difficult, since the reguiators would only have access to prices by actuaﬂy gomg

“into'the premrses of producers and dlstnbutors

All of thefabove-,described outcomes would be expected to resuit from elimination

‘ofthe c'onstraints in the current distribution system. None of these outcomes
correspond wrth the acknowledged goals of these regulations. Therefore as an

_ economist | believe the. current system significantly furthers the State’s goals of

orderly marketmg, encouragmg temperance fostering falmess amongst the
partrcrpants in the marketlng system, and generating tax revenue,

Social Costs Background

14)) My review of the Washmgton regulatory system for beer and wine drstnbutron
- indicates that the system was and is designed to foster vrgorous competmon o

above a price floor. That floor is raised by statute to reflect the social costs

- inherent in consumption of alcohol more accurately than would be the case in an ,
unregulated market (similar to power p!ants being forced to putin scrubbers on

their towers due to the social costs, even though private costs of operation are

" increased). Bringing social cost into the market place will inevitably cause some

individual firms to complain that they are constrained, which is the essence of
this case. Such firms feel they are prevented from maximizing individual firm
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profits. Barring.sa¥es. of elcbhol to individuai_s below 21 years-of @ge-or tQ visibly'

-.-intoxicated individuals-prevents.sellers from-maximizing their-individualfirm 2

profits, yet that does not justify abolishing those limits. Unless public costs are
-part-of the'consumers: decision- we will see the market operating at a pnce and
quantity that is not socually optimum; as firms pursue private prof it, we wnll see.
increasing social costs bomne by the public.
Figure 1 indicates the private and-social supply curves, along with a tradiﬁ;_onally
shaped demand curve, that conceptually hold in the miarket. The.subpiy, cnnzés

- are based on the costs.of providing the product to the market. S1 indicates only
" those costs incurred by the brewer or vintner in the phys:cal productuon and.

marketmg of the product. S2 includes those costs, but also mcludes the soc:a!

—cestsefdmnkdnvmg-andﬁts aﬁendantear-aeexdentsand%ata!mes ‘the’ health

effects of excesswe dnnkmg, and suicide, violence on campus and other’
adverse consequences associated with irresponsible alcohol consumption.
‘These costs are almost always borme in Iarge part by the public. .

~When only private costs are consndered the price B and quantity D are w1tnessed

in the market. As socnal or.public costs are factored into the consumer’s -

_ decision, in addition to the private costs, the quantity demanded by the consumer

decreases to quantity C as a result of the higher price. Thus, an equilibrium with
a hiQh’er price and a lower quantity consumed in the market is socially _. .
appropriate. The public costs, detailed below, are real impacts from the
excessive or Iiresponsible consumptlon of alcohol, and cause the market price to
be higher and consumption to be lower. Since these costs are borne by the
public, anything that causes the consumer to consider social costs in private

decisions results in greater true market effi cxency, one that reﬂects the full cost of

resources consumed by an action.

The numerous public costs of alcohol abuse include the following: drinking and
driving and attendant accidents and deaths; drinking by our youth:and yoUng
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.-adults; the addictive nature of alcokiol; the health effects of liver cifrhosié;
- -aceidents-at work; suicide;-child abuse;-spousal-abuse:-rapes and-robberies; ahd
" violence on campuses. My review of the literature has convinced me that there .-

-is little-or'no doubt that price and avallabllﬂy have a. negatlve effect on
consump’uon and abuse of alcohol.

Figdre‘1. Private and Social Market Determination

Price
. S2
_ ) S1

A - : /
B — /

/

Quantity
C D -

Price and Alcohol cmsumption

15)The most consistent law of écon_i)mics is the law of demand, namely that as the
‘ price-of a commodity increases, the quantity demanded-of that commodity will
decrease. Beer and wine are not exceptions to this universal truth. Thus, any
action (banning of quantity and credit discounts, taxes, licenses, etc.) that
increases the price of beer and wine products at retail will have a dampening -
effect on the consumption of those products, thereby decreasing the adverse
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/ «) ' . _effects of their consumpt!en Econemxsts descnbe this as a functlon of pnce

o _elasnclty S

Pnce elasticity measures the responsweness of quanttty demanded to" price. That
is; it identifies the percentage change in quantity consumed as a result ofa
specified change in price. Typlcally, price elastlcuty Is measured in-terms of the
percentage change in quantity demanded, or consumptton resulting from at% -
change in price. .The literature settles on estimates of 0. 3,~1.0 and -1, 5 as '
price elasticity estimates for beer wine and hquor, respectwe!y (Leung and
“ Phelps, Nelson, Kenkel 1993 and-1996, Manning et. AL). This. means that al1%
- _ | _ " increase in price will result i in a decrease in the quantity demanded for. beer by
| 3%, a decrease in the quantity demanded for wine of 1%, and a decrease inthe -
- —quantity. demanded Hor spirits-0f-4:5%: -Authors-in-the- literature dcrt:vn“iment that :
these estimates can vary dependmg on study design but these estamates reﬂect
" a consensus. of the literature. Al three elasticity estimates Indlcate a sngmﬁcant
| though varying, response to a price change

Pnfice, Alcohol and Social lrnpacts

3 16) Prices affect the consumption of alcohol by youth and young adults, with a
decrease in drinking and driving at all ages (Chaloupka, et al., Kenkel, _
Chaloupka and Laixuthal, Mast et al, Saﬁer and Grossman, Ruhm, and Dee and
Evans) a decrease in disease, a decrease in driving injuries, a decreasein’
deaths {Dee and Evans, Grant et al., Rachal st al) and a decrease in violence
(Cook and Moore, Markowitz and Grossman, 1998 and 2000, Markothz
Grossman and Markow:tz 2001, Saffer).  Other studtes lndicate a decrease in
both drinking and heavy drmklng as a result of mcreased costs of alcohol to the
consumer (Grossman et al, Laixuthai and Chaloupka, Chaloupka and Wechsler)
Increased fines (and a lower allowed legal leve! of infoxication while driving) for
underage drinking and dnvmg result in decreased consumption, (Grossman et
al.). It should be noted that in this instance the youth are considering the full cost
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- _of their consumption (money spent on alcohol pius the probability of legal
- exposute to fines), and making.different. decxssens as-a-result.- Fhe- costs of t:me :
' spent in acqumng the alcohol is also found in studies to affect consumption’ |
- {lirited bar. times, decreased happy hours, server training in bars etc.) My
review of the extenssve literature on these issues indicates that price increases -
cause a decrease in consumption among current drinkers in the aggregate, and
iR theﬂumberefﬂnnks by ‘existing drinkers, reduced avallabmty and
experimentation among potential but currently non—dnnkers and reduced relapse
by former drinkers. ’ ’ '

Man’y different types of costs are assodiated with the abuse of alcohol;
Automobile accidents are the leading cause of death for people less than 35
years of age and a!cohoi is a contribiutory factorin 50% of those mstances (Dee
and Evans Dee) Due to the addictive nature of alcohot (Becker and Murphy) if
consumption can be decreased today, we do see some decrease in future )
consumptlon and abuse as well. The long run elasticity of demand is greater, -
A 0.65, than the short run elasticity, -0. 29 as a result (Grossman et al). Studles

consnstenﬂy show that as the pme of alcoho! increases, the nurmber of
automob:ﬂe fatalities decreases, the same way that tough enforced laws

g decrease the incidence of drinking and driving (Chaloupka et al). Studies also
show the decrease in liver cirrhosis with a price increase (Cook and Tahbhen,

| Grossman), indicating that even the addicted respond to price.

Performance of the Three-tier Distribution System

17). Under Washington's three-tier System consumiers must purchase alcohalic
" beverages from licensed retailers, retailers must purchase the item from licensed '
- wholesalers, and wholesalers must purchase them from Ilcensed manufacturers.
When the ﬂeglslature chase to support the three-tier system it placed value on the
existence and role of the distribution system, namely the distributors in the
market. My knowledge of marketing, my review of marketing studies and my
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- extenswe interviews: mcennectron with this- assrgnment have reinforced the
common knowledge of the benef ts and value created by beer and wine

 distributors. Flrst and perhaps most |mportant from the viewpoint of the framers

of the- leglslatlon is the- separation-of producers from the retailers:in the

- marketing channel. The absence of such separatlon was a pnncrpai source of.
many of the undesirable results leading to Prohibition. This balance of market

. power and the.lack of ‘tied houses” result in individual company decrsrons that,
while still focusad on a desire for volume sales, are now forced fo take mto
account some of the social costs of alcohol consumpﬂon '

. Vertrcally mtegrated mdustnes operatmg without independent dlstnbutors !ead
to brand-burldmg efforts such as excessive advertising and’ provision of addrtronal] :
.= ——semces—-agam in-an-attempt-to-increase volumeconsumed: -Contrast that o the
results of this sllghtiy constramed market where transactions are far more’ open
' and accountable The post and hold also cuts back on price volatillty with fewer
volume-inducing sales and pnce promotions in the short run, Ieadmg to more
orderly marketing.

"Distributors_ provide a vest array of potential services at all stages of the supply
" chain. Distributors rotate product on the shelves, and when reasonable
refrigerate it Distributors can take old beer back, throwing out the old and '
absorbing the loss. Distributors,‘ rather than retailers, often- carry the Arisk of -
experimental varieties or products that may be rejected by the consumer,
allowing some new product development and testing to occur in the market.
Many more wine labels, and therefore smaller wineries, are camed inventoried
# " and made avaliable to the consumer by the distributors. Thrs is possrble
because the larger compames can afford to carmry an expensive inventory, even
for wines that are often sold only by the bottle, Important to the goals of the”
statutes the distributors collect and return taxes efficiently. In sum, without the
regulatory structure we could end up with a system that wouid be efﬁcrent” if
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/3 o S _;viewédf.purelylirom the view of private, proﬁt-méximizin’g firms but that would
K ~aIn;n;;s_.u;elttafir-nlquoly;naxirnizé-sec;ieta-lheneﬁt- and-would-not b_e a“fair” system.

18)There is- obvrously adisagreement between Costco on the one hand and the
 State of Washington and beer-and wine distributors on the other as to the
ba!ance to be struck between the operational efficiency of this one large retailer
" and the public costs that are not addressed by, and may well be exacerbated by,
that efficiency. | cannot, as an economist, choose the level of pubhc costs to be
considered by the leglslature but it is patently obvious that these costs are real
‘and are tmposed on soc:ety as a result of alcohol abuse. Itis the role of the
.leglslature to make those policy decisions; the economist only lnforms as to the
‘type and magnltude of efficiencies and the public costs and beneﬁts that should
-~—be-considered-in-that trade-off decision. i e
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The following is a list of people I have interviewed in the course of my woric on this case. I. "
believe this list is complete, but if I discover that others have inadvertently been omitted from
this list ¥ will supplement it

1. Ted Rusnack and Tom Wold
King Beverage, Inc., Spokane; )
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.. 2.. Fred Bevegni ___ e o
- Western Beer Distributors, Inc., Sumner

3. Mike (“BJ”) Bjorke, Dave Devoe and Laura Bennett
" Black Hills Distributing Company, Tumwater_ o

4. Dick Loeb, Steve Loeb anid Bob Stevens
~ -Alaska Distributors Co., Seattle

5. David Rees and warehouse staff, A,
The Odom Corp, Spokane

6. Paul Shipman : o
Red Hook Brewing Company, Woodinville
. 7. Lonnie Schott '
. The Grape Escape, Bellevue
Thave participeted in two conversations with Bill Rorabaugh (University of Washington) and T
rely on information gleaned from him in formulating sorme of my opinions and conclusions. In

-+ addition, I have had informal discussions with a number of distributors, wineriés and others in
the industry. None of these were formal interviews, and Ido not have notes of those-discussions.
Although there is nothing in any of those informal discussions that I can specifically say Irelied

on, collectively they reinforced my understanding of the industry, its operations, and the

- Tegulations at issue in this case. |
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- av:dhl@atg Wa.gov, and MJchae!D Sandler mlke@sandlaw com

- CERTIFICATE OF SERVICE

Ihereby cemfy that on the, 3 day 0% 2005, 1 electronically served the
foregoing to the followmg David 1. B an, dburman(@perkinscoie. com; David M. Hankins,

Gina A. Mitchell
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